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Independent Auditor’s Report

To the Village Council
Village of Wolverine Lake

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
Village of Wolverine Lake, Michigan as of and for the year ended June 30, 2004, which
collectively comprise the Village’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the Village of Wolverine Lake, Michigan’s
management. Our responsibility is to express opinions on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the Village of Wolverine Lake,
Michigan as of June 30, 2004 and the respective changes in financial position and cash flows,
where applicable, thereof for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

The management’s discussion and analysis and the budgetary comparison schedules, as identified
in the table of contents, are not a required part of the basic financial statements but are
supplemental information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management,
regarding the methods of measurement and presentation of the required supplemental
information. However, we did not audit the information and express no opinion on it.

A member of

A associatlon of accounting firms




To the Village Council
Village of Wolverine Lake

As described in Note 13, the Village has implemented a new financial reporting model, as
required by the provisions of GASB Statement No. 34, Basic Financial Statements - and
Management’s Discussion and Analysis - for State and Local Governments, and related statements,

as of July I, 2003.
ﬁa«t/ f 77&»«/, PLLe

November 29, 2004
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Village of Wolverine Lake, Michigan

Management’s Discussion and Analysis

Our discussion and analysis of the Village of Wolverine Lake, Michigan’s (the “Village”) financial
performance provides an overview of the Village’s financial activities for the fiscal year ended
June 30, 2004. Please read it in conjunction with the Village’s financial statements.

Financial Highlights

As discussed in further detail in this management’s discussion and analysis, the following
represents the most significant highlights for the year ended June 30, 2004:

e State-shared revenue, our second largest revenue source, was reduced by the State of
Michigan by approximately $40,000, or 10 percent, this year.

e Total net assets related to the Village’s governmental activities increased by approximately
$96,000. As discussed below, one of the major goals of GASB Statement No. 34 is to
measure the full cost of providing services. This increase of $96,000 indicates that today’s
recipients of services and current taxpayers have funded the full cost of services via a
combination of user fees, property taxes, and state-shared revenue.

Using this Annual Report

This annual report consists of a series of financial statements. The full accrual statements include
the statement of net assets and the statement of activities, which provide information about the
activities of the Village as a whole and present a longer-term view of the Village of Wolverine
Lake, Michigan’s finances. This longer-term view uses the accrual basis of accounting so that it
can measure the cost of providing services during the current year, and whether the taxpayers
have funded the full cost of providing government services.

The fund financial statements present a short-term view: they tell us how the taxpayer’s
resources were spent during the year, as well as how much is available for future spending.
Fund financial statements also report the Village’s operations in more detail than the
government-wide financial statements by providing information about the Village’s most
significant funds. The fiduciary fund statements provide financial information about activities for
which the Village acts solely as a trustee or agent for the benefit of those outside of the
government.
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Village of Wolverine Lake, Michigan

Management’s Discussion and Analysis (Continued)

The Village as a Whole

The following table shows, in a condensed format, the net assets as of June 30, 2004:

TABLE |
Governmental  Business-type
Activities Activities Total
Assets
Current assets $ 2210699 $ 1,044317 $ 3,255,016
Noncurrent assets 259,766 970,242 1,230,008
Total assets 2,470,465 2,014,559 4,485,024
Liabilities
Current liabilities 161,794 76,247 238,041
Long-term liabilities 20,203 805,437 825,640
Total liabilities 181,997 881,684 1,063,681
Net Assets
Invested in capital assets - Net of
related debt 217,737 89,805 307,542
Restricted 1,109,453 849,524 1,958,977
Unrestricted 961,278 193,546 1,154,824
Total net assets $ 2,288,468 $ 1,132,875 $ 3,421,343

As of June 30, 2004, the Village of Wolverine Lake, Michigan’s combined net assets increased 1.8
percent from a year ago, increasing from $3,362,356 to $3,421,343. As we look at the
governmental-type activities separately from the business-type activities, we can see that the
governmental-type activities had a modest increase in total net assets, representing a 4.4 percent
increase. In comparison, the business-type activities had a modest decrease in total net assets,
representing a 3.1 percent decrease.

Unrestricted net assets of the governmental-type activities, the part of the net assets that can be
used to finance day-to-day operations, is $96 1,278, or 44 percent, of expenditures.
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Village of Wolverine Lake, Michigan

Management’s Discussion and Analysis (Continued)

The following table shows the changes in net assets during the current year:

TABLE 2
Governmental Business-type
Activities Activities Total
Revenue
Program revenue:
Charges for services $ 203,610 $ 70,010 $ 273,620
Operating grants and contributions 338,044 - 338,044
Capital grants and contributions 7,602 45,108 52,710
General revenue:
Property taxes 1,309,799 - 1,309,799
State-shared revenue 357,701 - 357,701
Unrestricted investment earnings 13,869 2,681 16,550
Miscellaneous revenues 46,356 - 46,356
Increase in investment in joint
venture 15,603 - 15,603
Total revenue 2,292,584 117,799 2,410,383
Program Expenses
Legislative 7,755 - 7,755
General government 411,370 - 411,370
Public safety 845917 - 845,917
Public works 819,690 - 819,690
Community and economic development 17,012 - 17,012
Recreation and culture 93,378 - 93,378
Interest on long-term debt 1,260 - 1,260
Water and sewer - 155,014 155,014
Total program expenses 2,196,382 155,014 2,351,396
Change in Net Assets $ 96,202 $ (37,215) $ 58,987

Governmental Activities

As this is the first year of implementation for Governmental Accounting Standards Board
Statement No. 34 (GASB No. 34), comparative information on a government-wide basis is not
available for the year ended June 30, 2003. In the future, comparative information will be
presented in the management’s discussion and analysis starting with the year ended June 30,
2005. For the year ended June 30, 2004, comparative information will be discussed for the fund
financial statements only.
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Village of Wolverine Lake, Michigan

Management’s Discussion and Analysis (Continued)

As indicated in the financial highlights section above, state-shared revenue decreased by
approximately $40,000. In addition, depreciation expense of approximately $51,000 was
recorded on capital assets. Despite the negative financial impact of these two items, the Village’s
net assets actually increased approximately $96,000. In addition, property tax revenues
increased approximately $60,000, resulting from increased taxable values and new development.

Business-type Activities

The Village’s business-type activities consist of the Water and Sewer Fund. We provide water to
approximately 400 residents. During the fiscal year ended June 30, 2004, the Village billed
residents at the rate of approximately $43 per household, per quarter. Line purges are
scheduled by the homeowner and a fee of $33 is added to their account when this occurs. The
Water and Sewer Fund experienced an operating loss of approximately $44,000, which is
entirely due to depreciation expense, which is a noncash item. In addition, interest earned on
special assessments offset interest expense associated with long-term debt.

Sewers have begun to be installed in the Village; however, the first installations took place
subsequent to year end.

The Village’s Funds

Our analysis of the Village’s major funds begins on page |1, following the government-wide
financial statements. The fund financial statements provide detailed information about the most
significant funds, not the Village as a whole. The Village Council creates funds to help manage
money for specific purposes, as well as to show accountability for certain activities. The Village’s
major funds for 2004 include the General Fund, the Major Streets Fund, and the Local Streets
Fund.

The General Fund pays for most of the Village’s governmental services, the most significant of
which is public safety, with expenses of approximately $846,000 during the fiscal year ended
June 30, 2004.

General Fund Budgetary Highlights

Over the course of the year, the Village amended the budget to take into account events during
the year. One significant amendment was for costs expected to arise from the 50th Anniversary
Village Festival. This item was originally budgeted for $2,500. Once things were started, a
request was made to increase the budget by $25,000. In the meantime, it was decided that
some of the planned activities would no longer be taking place, so the amendment was reduced
by $17,500. The original and amended budgets did not account for the expense of additional
harvester repairs and a new harvester engine. In addition, other budget overruns resulted from
an engineering study related to a new sanitary sewer system, as well as additional payroll
expenditures related to the hiring and retirement of police department personnel.
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Village of Wolverine Lake, Michigan

Management’s Discussion and Analysis (Continued)

Capital Asset and Debt Administration

At the end of 2004, the Village had approximately $1,188,000 invested in capital assets that
include land, buildings, public works, police equipment, a new police patrol car, the Oak Island
Bridge, pump houses, and the sewer line running down Glengary. The lake dam was updated
with new sluice gates purchased in Canada and installed by the D.P.W.

Economic Factors and Next Year’s Budgets and Rates

The Village’s budget for next year is based on the Village’s 9.573 mills in property tax rates. The
rate has remained the same for the last eight years. Our charter allows us to collect up to 20
mills; however, rollbacks required under the State of Michigan Headlee amendment have
reduced our maximum authorized millage to 11.666 mills. The Village has chosen to levy only
9.573 mills, which means that there is millage capacity of an additional 2.093 if the Village
Council determines additional revenue is needed to fund Village operations.

The new fiscal year will bring various special assessment districts to the Village for sanitary
sewers. These will be financed through the issuance of bonds.

State-shared revenue also continues to be a concern of the Village, as with other local
communities. The Village has considered the impact of state-shared revenue reductions during
its budgeting process.

Contacting the Village’s Management

This financial report is intended to provide our citizens, taxpayers, customers, and investors with
a general overview of the Village’s finances and to show the Village’s accountability for the
money it receives. If you have questions about this report or need additional information, we
welcome you to contact the treasurer’s office.
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Village of Wolverine Lake, Michigan

Statement of Net Assets
June 30, 2004

Primary Government

Governmental  Business-type

Activities Activities Total
Assets
Cash and cash equivalents (Note 3) $ 1,998,461 $ 185,295 $ 2,183,756
Receivables:
Accounts - 28,143 28,143
Special assessments 30,898 849,524 880,422
Internal balances 18,645 (18,645) -
Due from other governmental units 162,695 - 162,695
Fixed assets - Net of accumulated depreciation (Note 5) 217,737 970,242 1,187,979
Investment in joint venture (Note 12) 42,029 - 42,029
Total assets 2,470,465 2,014,559 4,485,024
Liabilities
Accounts payable 98,411 1,247 99,658
Accrued liabilities 39,015 - 39,015
Noncurrent liabilities (Note 7):
Due within one year 24,368 75,000 99,368
Due in more than one year 20,203 805,437 825,640
Total liabilities 181,997 881,684 1,063,681
Net Assets
Invested in capital assets - Net of related debt 217,737 89,805 307,542
Restricted:
Streets and highways 1,101,388 - 1,101,388
Drug law enforcement 8,065 - 8,065
Debt service - Special assessment bonds - 849,524 849,524
Unrestricted 961,278 193,546 1,154,824
Total net assets $ 2,288,468 $ 1,132,875 $ 3,421,343
The Notes to Financial Statements are an 8

Integral Part of this Statement.
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Village of Wolverine Lake, Michigan

Functions/Programs

Primary government:

Governmental activities:
Legislative
General government
Public safety
Public works
Community and economic development
Recreation and culture

Interest on long-term debt

Total governmental activities

Business-type activities - Water and sewer

Total primary government

The Notes to Financial Statements are an
Integral Part of this Statement.

Program Revenues

Operating Capital Grants
Charges for Grants and and
Expenses Services Contributions  Contributions
$ 7,755 $ - 3 - 3 -
411,370 113,276 73,894 7,602
845,917 62,640 - -
819,690 1,145 264,150 -
17,012 10,900 - -
93,378 15,649 - -
1,260 - - -
2,196,382 203,610 338,044 7,602
155,014 70,010 - 45,108
$ 2,351,396 $ 273,620 $ 338,044 $ 52,710

General revenues:
Property taxes
Intergovernmental - State
Interest on investments
Miscellaneous revenues
Increase in investment in joint venture

Total general revenues
Change in Net Assets
Net Assets - Beginning of year

Net Assets - End of year



Net (Expense) Revenue and Changes in Net Assets

Primary Government

Governmental  Business-type

Activities Activities Total
$ (7,755) $ - $ (7,755)
(216,598) - (216,598)
(783,277 - (783,277)
(554,395) - (554,395)
(6,112) - (6,112)
(77,729) - (77,729)
(1,260) - (1,260)
(1,647,126) - (1,647,126)
- (39,896) (39,896)
(1,647,126) (39,896) (1,687,022)
1,309,799 - 1,309,799
357,701 - 357,701
13,869 2,68l 16,550
46,356 - 46,356
15,603 - 15,603
1,743,328 2,681 1,746,009
96,202 (37,215) 58,987
2,192,266 1,170,090 3,362,356
$ 2,288468 $ 1,132,875 $ 3,421,343

Statement of Activities
Year Ended June 30, 2004
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Village of Wolverine Lake, Michigan

Major Funds
General Major Streets Local Streets
Assets
Cash and cash equivalents (Note 3) $ 875920 $ 711,105 $ 403,371
Receivables - Special assessments 30,898 - -
Due from other funds (Note 6) 75,772 - -
Due from other governmental units | 18,442 29,805 14,448
Total assets $ 1,101,032 $ 740910 $ 417,819
Liabilities and Fund Balances
Liabilities
Accounts payable $ 98,197 $ 52 % 162
Accrued liabilities 39,015 - -
Due to other funds - 21,484 35,643
Deferred revenue (Note 4) 30,898 - -
Total liabilities 168,110 21,536 35,805
Fund Balances - Unreserved, reported in
General Fund 932,922 - -
Special Revenue Funds - 719,374 382,014
Total fund balances 932,922 719,374 382,014
Total liabilities and fund balances $ 1,101,032 $ 740910 $ 417,819

The Notes to Financial Statements are an |
Integral Part of this Statement.



Governmental Funds
Balance Sheet
June 30, 2004

Nonmajor Funds

Total
Governmental
Drug Forfeiture  Debt Service Funds

$ 8,065 $ - $ 1,998,461
- - 30,898
- - 75,772
- - 162,695

$ 8,065 $ - $ 2,267,826

$ - 3 - 3 98,41 |
- - 39,015
- - 57,127
- - 30,898

- - 225,451

- - 932,922
8,065 - 1,109,453

8,065 - 2,042,375

$ 8,065 $ - $ 2,267,826
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Village of Wolverine Lake, Michigan

Governmental Funds
Reconciliation of the Balance Sheet
to the Statement of Activities
Year Ended jJune 30, 2004

Fund Balance - Total Governmental Funds $ 2,042,375
Amounts reported for governmental activities in the statement of net assets are different because:
Capital assets used in governmental activities are not financial resources and are not
reported in the funds 217,737
Investments in joint ventures are not financial resources and are not reported in the funds 42,029
Special assessment receivables are expected to be collected over several years and
30,898

are not available to pay current year expenditures

(44,571)

$ 2,288,468

Compensated absences are included as a liability in governmental activities

Net Assets - Governmental Activities

The Notes to Financial Statements are an 13 plante
maoran

Integral Part of this Statement.



Village of Wolverine Lake, Michigan

Major Funds
General Major Streets  Local Streets
Revenue
Property taxes $ 1,309,799 $ - $ -
Special assessments 13,939 - -
Licenses and permits 67,137 - -
Fines and forfeitures 22,534 - -
Intergovernmental:
Federal 12,448 - -
State 357,701 175,481 85,016
Other governmental units 34,372 - 3,653
Charges for services 119,813 - -
Interest from special assessments 7,602 - -
Interest from investments 7,849 2,073 3,947
Other 66,487 - -
Total revenue 2,019,681 177,554 92,616
Expenditures - Current
Legislative 7,755 - -
General government 429,133 - -
Public safety 822,293 - -
Public works 658,973 - -
Routine maintenance - 22,321 34,270
Winter maintenance - 11,680 15,525
Traffic services - 2,397 1,627
Administration - 12,492 13,666
Community and economic development 17,012 - -
Recreation and culture 75,585 - -
Capital outlay 48,534 - -
Debt service - Principal - - -
Debt service - Interest - - -
Total expenditures 2,059,285 48,890 65,088
Excess of Revenue Over (Under) Expenditures (39,604) 128,664 27,528
Other Financing Sources (Uses)
Transfers in - - 39,987
Transfers out (36,260) (39,987) -
Total other financing sources (uses) (36,260) (39,987) 39,987
Net Change in Fund Balances (75,864) 88,677 67,515
Fund Balances - Beginning of year 1,008,786 630,697 314,499
Fund Balances - End of year $ 932922 § 719374 $ 382,014

The Notes to Financial Statements are an 14
Integral Part of this Statement.



Governmental Funds
Statement of Revenue, Expenditures, and Changes in Fund Balances
Year Ended jJune 30, 2004

Nonmajor Funds Total

Governmental
Drug Forfeiture Debt Service Funds

$ - $ - $ 1,309,799
- - 13,939
- - 67,137
- - 22,534

- - 12,448
- - 618,198
- - 38,025
- - 119,813
- - 7,602
- - 13,869
1,069 - 67,556

1,069 - 2,290,920

- - 7,755
- - 429,133
- - 822,293
- - 658,973
- - 56,591
- - 27,205
- - 4,024
- - 26,158
- - 17,012
- - 75,585
- - 48,534
- 35,000 35,000
- 1,260 1,260

- 36,260 2,209,523

1,069 (36,260) 81,397

- 36,260 76,247
- - (76,247)

- 36,260 -

1,069 - 81,397

6,996 - 1,960,978

$ 8,065 $ - $ 2,042,375
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Village of Wolverine Lake, Michigan

Governmental Funds

Reconciliation of the Statement of Revenue, Expenditures,
and Changes in Fund Balances of Governmental Funds

to the Statement of Activities

Year Ended June 30, 2004

Net Change in Fund Balances - Total Governmental Funds

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlays as expenditures;
in the statement of activities, these costs are allocated
over their estimated useful lives as depreciation:

Capital assets acquired during the year
Current year depreciation of capital assets

Special assessment revenues are recorded in the statement of
activities when the assessment is set; they are not reported
in the funds until collected or collectible within 60 days of
year end

Repayment of bond principal is an expenditure in the
governmental funds, but not in the statement of activities

(where it reduces long-term debt)

Increases in investment in joint venture are recored in the
statement of activities when the increased value of the
investment is realized

Increase in accumulated employee sick and vacation pay,
as well as estimated general liability claims, are recorded
when earned in the statement of activities

Change in Net Assets of Governmental Activities

The Notes to Financial Statements are an 16
Integral Part of this Statement.

$ 81,397

38,331
(51,352)

(13,939)

35,000

15,603

(8,838)

$ 96,202
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Village of Wolverine Lake, Michigan

Assets
Current assets:
Cash and cash equivalents (Note 3)
Receivables:
Accounts
Special assessments

Total current assets

Long-term assets - Capital assets - Net of accumulated depreciation
(Note 5)

Total assets

Liabilities
Current liabilities:
Accounts payable
Due to other funds
Current portion of bonds payable

Total current liabilities

Noncurrent liabilities - Bonds payable - Net of current portion
Total liabilities

Net Assets
Investment in capital assets - Net of related debt
Restricted for debt service - Special assessment bonds
Unrestricted

Total net assets

The Notes to Financial Statements are an 17
Integral Part of this Statement.

Proprietary Fund
Statement of Net Assets
June 30, 2004

Enterprise -
Water and

Sewer Fund

$ 185,295

28,143

849,524

1,062,962

970,242

2,033,204

1,247
18,645

75,000

94,892

805,437

900,329

89,805
849,524

193,546

$ 1,132,875
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Village of Wolverine Lake, Michigan

Proprietary Fund

Statement of Revenue, Expenses, and Changes in Net Assets

Operating Revenue - Charges for services

Operating Expenses
Personal services
Supplies
Repairs and maintenance
Insurance
Utilities
Other services and supplies
Depreciation and amortization

Total operating expenses

Operating Loss

Nonoperating Revenue (Expense)
Interest income from special assessments
Interest income from investments
Interest expense

Total nonoperating revenues (expense)
Change in Net Assets
Net Assets - Beginning of year

Net Assets - End of year

The Notes to Financial Statements are an 18
Integral Part of this Statement.

Year Ended jJune 30, 2004

Enterprise -
Water and
Sewer Fund

$ 70,010

26,633
369
23,986
335
7,902
10,768
43,796

113,789
(43,779)

45,108
2,681

(41,225)

6,564

(37,215)

1,170,090

$ 1,132,875



Village of Wolverine Lake, Michigan

Proprietary Fund
Statement of Cash Flows
Year Ended jJune 30, 2004

Enterprise -
Water and
Sewer Fund
Cash Flows from Operating Activities
Receipts from customers $ 48,822
Payments to suppliers (50,344)
Payments to employees (26,633)
Net cash used in operating activities (28,155)
Net Cash from Capital and Related Financing Activities
Principal and interest paid on capital debt (75,000)
Interest paid on capital debt (41,225)
Collection on special assessments - Principal 68,846
Collection on special assessments - Interest 45,108
Net cash used in capital and related financing activities (2,271)
Cash Flows from Investing Activities - Interest received on investments 2,68l
Net Decrease in Cash and Cash Equivalents (27,745)
Cash and Cash Equivalents - Beginning of year 213,040
Cash and Cash Equivalents - End of year $ 185,295
Reconciliation of Operating Income to Net Cash from Operating Activities
Operating loss $ (43,779)
Adjustments to reconcile operating loss to net cash from operating activities:
Depreciation and amortization 43,796
Changes in assets and liabilities:
Receivables (1,654)
Decrease in due from other funds 3,358
Accounts payable (6,984)
Other 2,529
Decrease in due to other funds (25,421)
Net cash used in operating activities $ (28,155)

Noncash Investing, Capital, and Financing Activities - During the year ended June 30, 2004, there were no
noncash activities in the Water and Sewer Fund.

The Notes to Financial Statements are an 19 plante
Integral Part of this Statement. moran



Village of Wolverine Lake, Michigan

Fiduciary Funds

Statement of Assets and Liabilities
June 30, 2004

Agency Funds
Assets - Cash and cash equivalents $ 44,863
Liabilities
Accounts payable $ 5,380
Accrued liabilities 39,483
$ 44,863

Total liabilities

The Notes to Financial Statements are an 20

Integral Part of this Statement.
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Village of Wolverine Lake, Michigan

Notes to Financial Statements
June 30, 2004

Note | - Summary of Significant Accounting Policies

The accounting policies of the Village of Wolverine Lake, Michigan (the “Village”)
conform to accounting principles generally accepted in the United States of America
(GAAP) as applicable to governmental units. The following is a summary of the
significant accounting policies used by the Village of Wolverine Lake, Michigan:

Reporting Entity

The Village of Wolverine Lake, Michigan is governed by an elected seven-member
council. The accompanying financial statements present the Village.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the
primary government. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities, normally supported by
taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support.
Likewise, the primary government is reported separately from certain legally
separate component units for which the primary government is financially
accountable.

The statement of activities demonstrates the degree to which the direct expenses of
a given function or segment are offset by program revenues. Direct expenses are
those that are clearly identifiable with a specific function or segment. Program
revenues include: (I) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and (2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as
general revenue.

Separate financial statements are provided for governmental funds, the proprietary
fund, and fiduciary funds, even though the latter are excluded from the government-
wide financial statements. Major individual governmental funds and the major
individual Enterprise Fund are reported as separate columns in the fund financial
statements.
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Village of Wolverine Lake, Michigan

Notes to Financial Statements
June 30, 2004
Note | - Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting, as are the
proprietary fund and fiduciary funds financial statements. Revenue is recorded when
earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows. Property taxes are recognized as revenue in the year
for which they are levied. Grants and similar items are recognized as revenue as
soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenue is recognized as soon as it is both measurable and available. Revenue is
considered to be available if it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Village
considers revenues to be available if they are collected within 60 days of the end of
the current fiscal period. The following major revenue sources meet the availability
criterion: state-shared revenue, state gas and weight tax revenue, and interest
associated with the current fiscal period. Conversely, special assessments and
federal grant reimbursements will be collected after the period of availability;
receivables have been recorded for these, along with a “deferred revenue” liability.

Expenditures generally are recorded when a liability is incurred, as under accrual
accounting.  However, debt service expenditures, expenditures relating to
compensated absences, and claims and judgments are recorded only when payment
is due.

The Village reports the following major governmental funds:

General Fund - The General Fund is the Village’s primary operating fund. It
accounts for all financial resources of the general government, except those required
to be accounted for in another fund.

Major Streets Fund - The Major Streets Fund accounts for the resources of state
gas and weight tax revenues that are restricted for use on major streets.

Local Streets Fund - The Local Streets Fund accounts for the resources of state
gas and weight tax revenues that are restricted for use on local streets.
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Village of Wolverine Lake, Michigan

Notes to Financial Statements
June 30, 2004

Note | - Summary of Significant Accounting Policies (Continued)
The Village reports the following major proprietary fund:

Water and Sewer Fund - The Water and Sewer Fund accounts for the activities of
the water distribution system and sewage collection system.

Additionally, the Village reports the following fund types:

Agency Funds - The Agency Funds account for assets held by the Village as a
trustee or an agent for individuals, organizations, other governments or other funds.
Agency Funds are custodial in nature (assets equal liabilities) and do not involve the
measurement of results of operations.

Private sector standards of accounting issued prior to December |, 1989 are
generally followed in both the government-wide and proprietary fund financial
statements to the extent that those standards do not conflict with the standards of
the Governmental Accounting Standards Board. The Village has elected not to follow
private sector standards issued after November 30, 1989 for its business-type
activities.

As a general rule, the effect of interfund activity has been eliminated from the
government-wide financial statements. Exceptions to this general rule are charges
between the Village’s water and sewer function and various other functions of the
Village. Eliminations of these charges would distort the direct costs and program
revenues reported for the various functions concerned.

Amounts reported as program revenue include: (l) charges to customers or
applicants for goods, services, or privileges provided, (2) operating grants and
contributions, and (3) capital grants and contributions, including special assessments.
Internally dedicated resources are reported as general revenue rather than as
program revenue. Likewise, general revenue includes all taxes.

Proprietary funds distinguish operating revenue and expenses from nonoperating
items. Operating revenue and expenses generally result from providing services in
connection with a proprietary fund’s principal ongoing operations. The principal
operating revenue of our proprietary fund relates to charges to customers for sales
and services. The Water and Sewer Fund also recognizes the portion of tap fees
intended to recover current costs (e.g., labor and materials to hook up new
customers) as operating revenue. The portion intended to recover the cost of the
infrastructure is recognized as nonoperating revenue. Operating expenses for
proprietary funds include the cost of sales and services, administrative expenses, and
depreciation on capital assets. All revenue and expenses not meeting this definition
are reported as nonoperating revenue and expenses.
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Village of Wolverine Lake, Michigan

Notes to Financial Statements
June 30, 2004

Note | - Summary of Significant Accounting Policies (Continued)

Property Tax Revenue

Property taxes are levied on each July | on the taxable valuation of property as of
the preceding December 3|. Taxes are considered delinquent on March | of the
following year, at which time penalties and interest are assessed.

The Village’s 2003 tax is levied and collectible on July I, 2003 and is recognized as
revenue in the year ended June 30, 2004, when the proceeds of the levy are
budgeted and available for the financing of operations.

The 2003 taxable valuation of the Village totaled approximately $136 million, on
which taxes levied consisted of 9.573 mills for operating purposes. This resulted in
approximately $1.310 million for operating. These amounts are recognized in the
General Fund financial statements as tax revenue.

Assets, Liabilities, and Net Assets or Equity

Bank Deposits and Investments - Cash and cash equivalents include cash on
hand, demand deposits, and short-term investments with a maturity of three months
or less when acquired. Investments are stated at fair value.

Receivables and Payables - In general, outstanding balances between funds are
reported as “due to/from other funds.”  Activity between funds that is
representative of lending/borrowing arrangements outstanding at the end of the
fiscal year is referred to as “advances to/from other funds.” Any residual balances
outstanding between the governmental activities and the business-type activities are
reported in the government-wide financial statements as “internal balances.” All
trade and property tax receivables are shown as net of allowance for uncollectible
amounts.

Prepaid Items - Certain payments to vendors reflect costs applicable to future
fiscal years and are recorded as prepaid items in both government-wide and fund
financial statements.

Capital Assets - Capital assets, which include property, plant, equipment, and
infrastructure assets (e.g., roads, bridges, sidewalks, and similar items), are reported
in the applicable governmental or business-type activities column in the government-
wide financial statements. Capital assets are defined by the Village as assets with an
initial individual cost of more than $5,000 and an estimated useful life in excess of
one year. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation.

p